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1. BEGIN UNCLASS: 

THE FINANCE MINISTRY'S FOREIGN EXCHANGE DEPARTMENT 
HAS RELEASED STATISTICS ON ISRAEL'S FOREIGN DEBT AT 
YEAR END 1977. EMBASSY IS TRANSLATING AND REVIEWING 
DEBT TABLES AND WILL REPORT DETAILS BY AIRGRAM. PRE- 
LIMINARY FINDINGS ARE AS FOLLOWS: 

-TOTAL FOREIGN DEBT ROSE FROM $9,281 BILLION IN 
DECEMBER 1976 TO $10,715 BILLION IN DECEMBER 
1977. MOST OF THE ADDITIONAL BORROWING WAS FROM THE 
US GOVERNMENT AND ISRAEL BONDS BUYERS. PER CAPITA 
FOREIGN DEBT REACHED $2,900. PROBABLY THE HIGHEST IN 
THE WORLD. 

-NEVERTHELESS, THE GOI MANAGED TO IMPROVE THE TERM 
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STRUCTURE OF ITS DEBT. ALTHOUGH SHORT- AND MEDIUM-TERM 
DEBT ROSE SLIGHTLY, SHORT TERM DEBT FELT TO 8.2 PERCENT 
OF TOTAL, VERSUS 8.7 PERCENT IN 1976, AND 
MEDIUM-TERM DEBT DROPPED TO 8.8 PERCENT OF TOTAL, COM 
PARED TO 9.4 PERCENT IN 1976. 

-DEBT REPAYMENT, AS A PROPORTION OF EXPORTS OF 
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GOODS AND SERVICES, FELL TO 28.7 PERCENT FROM 35.8 
PERCENT IN 1976. 

-THE USG IS ISRAEL S LARGEST CREDITOR. DIRECT 
OBLIGATIONS OF THE GOI TO THE USG, INCLUDING EXIMBANK 
LOANS, REACHED APPROXIMATELY $3.6 BILLION. ISRAEL 
BOND HOLDERS CONSTITUTE THE NEXT LARGEST GROUP OF 
CREDITORS ($2.3BILLION). COMMERCIAL BANKS 
ARE OWED CLOSE TO $1.7 BILLION, WHILE THE DEBT TO THE 
GERMAN GOVERNMENT STANDS AT $860 MILLION. THE 
ONLY OTHER INTERNATIONAL CREDITORS OF ANY SIZE ARE THE 
IMF ($346 MILLION) AND THE WORLD BANK ($104 MILLION). 

-ACCORDING TO AVAILABLE DEBT SCHEDULES, THE 

GOI HAS PRINCIPAL AND INTEREST PAYMENTS OF $1.66 BILLION 

DUE IN 1977. INCLUDING $874 MILLION IN SHORT-TERM DEBT. 

END UNCLAS 

2. BEGIN LOU: 

COMMENT: THE GOI HAS LENGTHENED THE TERM STRUC- 
TURE OF ITS DEBT, ALTHOUGH IT ADDED MORE TO ITS TOTAL 
DEBT THAN IT HAD PLANNED IN 1977. SINCE MOST OF THE 
ADDITIONAL DEBT WAS LONG-TERM, THE REAL BURDEN OF 
THE DEBT AND ITS DISCOUNTED PRESENT VALUE INCREASED 
LITTLE, IF AT ALL. SO LONG AS ISRAEL IS ABLE TO 
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BORROW AT VERY LONG TERMS AND LOW INTEREST RATES. 

IT HAS AN INCENTIVE TO INCREASE TOTAL DEBT. 

3. WITH ITS IMPROVING BALANCE OF PAYMENTS PICTURE, 

ISRAEL SHOULD BE ABLE TO BE MORE SELECTIVE IN ITS 
BORROWING. IT NEEDS SMALLER CAPITAL FLOWS TO FINANCE 
ITS CURRENT ACCOUNT DEFICIT, AND MUCH OF THE FINANCING 
IS PROVIDED BY UNILATERAL TRANSFERS AND SOFT LOANS. IN 
THIS CONNECTION, WE UNDERSTAND THAT ISRAEL HAS RE- 
CENTLY FOREGONE MEDIUM-TERM LOAN OFFERS AT GOOD COMMER 
CIAL RATES. 

4. WE EXPECT THAT THE GOI WILL CONTINUE TO LENGTHEN 
THE TERM STRUCTURE OF ITS DEBT IN 1978, WITH MOST BORROW- 
ING COMING FROM THE USG AND ISRAEL BONDS SOURCES. ISRAEL 
PROBABLY WILL NOT BORROW FROM THE IMF IF IT REQUIRES IM- 
PORTANT CHANGES IN DOMESTIC ECONOMIC POLICY AS A PRE- 
CONDITION FOR LENDING. LEWIS 
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